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INDEPENDENT AUDITORS' REPORT

July 30, 2004

Township Board
Chippewa Township
Chippewa Lake, Michigan

We have audited the accompanying general purpose financial statements of Chippewa Township as
of and for the year ended March 31, 2004 as listed in the table of contents. These general purpose
financial statements are the responsibility of Chippewa Township's management. Our
responsibility is to express an opinion on these general purpose financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the general purpose financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the general purpose financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall general
purpose financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the general purpose financial statements referred to above present fairly, in all
material respects, the financial position of Chippewa Township as of March 31, 2004, and the
results of its operations and the cash flows of its proprietary fund type for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the general purpose financial
statements taken as a whole. The combining and individual fund financial statements and
schedules as provided on pages 21 and 22 are presented for purposes of additional analysis and are
not a required part of the general purpose financial statements of Chippewa Township. Such
information has been subjected to the auditing procedures applied in the audit of the general
purpose financial statements and, in our opinion, is fairly stated in all material respects in relation to
the general purpose financial statements taken as a whole.
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Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Chippewa Township (Township) are prepared in accordance with
generally accepted accounting principles. The Township’s reporting entity applies all relevant
Governmental Account Standards Board (GASB) pronouncements. Proprietary funds apply
Financial Accounting Standards Board (FASB) pronouncements and Accounting Principles
Board (APB) opinions issued on or before November 30, 1989, unless those pronouncements
conflict with or contradict GASB pronouncements, in which case, GASB prevails.

1. Reporting Entity

Chippewa Township is a common law township governed by an elected five member board.

Generally accepted accounting principles require that if the Township has certain oversight
responsibilities over other organizations, those organizations should be included in the
Township's financial statements. Since no organizations met this criteria, none are included in
the financial statements.

2. Fund Accounting

The accounts of the Township are organized and operated on the basis of funds and account
groups. A fund is an independent fiscal and accounting entity with a self-balancing set of
accounts. Fund accounting segregates funds according to their intended purpose and is used to
aid management in demonstrating compliance with finance-related legal and contractual
provisions. The minimum number of funds are maintained consistent with legal and
managerial requirements. Account groups are a reporting device used to account for certain
assets and liabilities of the governmental funds not recorded directly in those funds.

The following fund categories (further divided by fund type) and account groups are used by
the Township:

Governmental Funds

Governmental funds are used to account for the Township’s general government activities.
The General Fund is the Township’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another
fund. The special revenue fund accounts for revenue sources that are legally restricted to
expenditure for specific purposes (not including major capital projects).

Proprietary Funds

Proprietary funds account for activities of the Township similar to those found in the private
sector, where cost recovery and the determination of net income is useful or necessary for
sound fiscal management. Enterprise funds are used to account for those operations that
provide services to the public.
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Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
2. Fund Accounting—Continued
Fiduciary Funds
Fiduciary funds account for assets held by the Township on behalf of others in a fiduciary
capacity. Pension trust funds account for assets held in a fiduciary capacity for employee
retirement. Agency funds account for assets the Township holds on behalf of others.
Account Group
The general fixed assets account group is used to account for fixed assets not accounted for in

the proprietary fund.

3. Measurement Focus and Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. Governmental fund types are presented using the flow of current
financial resources measurement focus. With this measurement focus, operating statements
present increases and decreases in net current assets and unreserved fund balance as a measure
of available spendable resources.

The governmental fund types use the modified accrual basis of accounting. Under the
modified accrual basis of accounting, revenues are recognized when susceptible to accrual
(i.e., when they are “measurable and available”). “Measurable” means the amount of the
transaction can be determined, and “available” means collectible within the current period or
soon enough thereafter to pay liabilities of the current period. The Township considers all
revenues available if they are collected within sixty days after year end. Expenditures are
recorded when the related fund liability is incurred, except for unmatured interest on general
long-term debt which is recognized when due, and certain compensated absences, claims and
judgments which are recognized when the obligations are expected to be liquidated with
expendable available financial resources.

Property taxes, franchise taxes, licenses, interest and special assessments are susceptible to
accrual. Other receipts and taxes become measurable and available when cash is received by
the Township and are recognized as revenue at that time.

Entitlements and shared revenues are recorded at the time of receipt or earlier if the
susceptible-to-accrual criteria are met. Expenditure-driven grants are recognized as revenue
when the qualifying expenditures have been incurred and all other grant requirements have
been met.

11




Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

3. Measurement Focus and Basis of Accounting—Continued

Proprietary funds are accounted for on the flow of economic resources measurement focus.
This measurement focus emphasizes the determination of net income. The accrual basis of
accounting is used for proprietary fund types. Under this method, revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred.

Pension funds are custodial in nature and utilize accrual accounting. Agency funds are
custodial in nature and do not measure results of operations or have a measurement focus.

4. Assets, Liabilities and Equity

a. Deposits and Investments

The Township’s cash and cash equivalents are considered to be cash on hand, demand
deposits and short-term investments with original maturities of six months or less from the
date of acquisition.

The Township has adopted an investment policy in compliance with State of Michigan
statutes. Those statutes authorize the Township to invest in obligations of the United
States, certificates of deposit, prime commercial paper, securities guaranteed by United
States agencies or instrumentalities, United States government or federal agency obligation
repurchase agreements, bankers acceptances, state-approved investment pools, and certain
mutual funds.

Pension plan investments are reported at fair value. The Township's pension trust
investments are held in trust by the investment fiduciary, The Manufacturer's Life
Insurance Company. The Michigan Compiled Laws, Section 38.1132, authorizes the
Township to invest in a wide variety of investments including stocks, bonds, certificates of
deposit, real estate, annuity contracts obligations of a specified nature, and real or personal

property.
b. Restricted Assets
Township Board actions and bond covenants of the Township’s proprietary fund type

require portions of the debt proceeds as well as other resources to be set aside for various
purposes. These amounts are reported as restricted assets.

12




Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

4. Assets, Liabilities and Equity—Continued

c. Receivables and Payables

Transactions between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “interfund
receivables/payables” (i.e., the current portion of interfund loans) or “advances to/from
other funds” (i.e., the non-current portion of interfund loans). All other outstanding
balances between funds are reported as “due to/from other funds.”

Advances between funds are offset by a fund balance reserve account in applicable
governmental funds to indicate they are not available for appropriation and are not
available expendable financial resources.

Delinquent utility billings are placed on the tax roll and are therefore considered to be
ultimately collectible.

The Township bills and collects its own property taxes. Taxes are levied on December 1
and are due without penalty on or before February 14. The property taxes attach as an
enforceable lien on property as of December 1. Uncollected real property taxes as of the
following March 1 are turned over by the Township to the County for collection. The
County advances the Township all of these delinquent real property taxes. Collection of
delinquent personal property taxes as of February 28 remain the responsibility of the
Township Treasurer.

The 2003 taxable value for the Township was $36,279,650 on which ad valorem taxes
were levied at 1.1561 mills for operating purposes, .9430 mills for roads, and .9430 mills
for fire. These amounts are recognized in the General Fund.

d. Property and Equipment

Property and equipment used in governmental fund types of the Township are recorded in
the general fixed assets account group at cost or estimated historical cost if purchased or
constructed. Donated fixed assets are recorded at their estimated fair value at the date of
donation. Assets in the general fixed assets account group are not depreciated. Interest
incurred during construction is not capitalized on general fixed assets.

Public domain (infrastructure) general fixed assets (e.g., roads, bridges, sidewalks and
other assets that are immovable and of value only to the government) are not capitalized.

The cost of normal maintenance and repairs that do not add to the value of the asset or

materially extend assets’ lives are not included in the general fixed assets account group or
capitalized in the proprietary funds.

13




Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

4. Assets, Liabilities and Equity—Continued

B |

1

d. Property and Equipment—Continued

Property and equipment in the proprietary fund of the Township are recorded at cost.
Property and equipment donated to these proprietary fund type operations are recorded at
their estimated fair value at the date of donation.

Major outlays for capital assets and improvements are capitalized in proprietary funds as
projects are constructed. Interest incurred during the construction phase of proprietary fund
fixed assets is reflected in the capitalized value of the asset constructed, net of interest
earned on the invested proceeds over the same period.

Property and equipment are depreciated in the proprietary fund of the Township utilizing
the straight-line method over the following estimated useful lives:

Assets Years
Building 40-50
System infrastructure 40-100
Machinery and equipment 5-10

. Long-Term Obligations

Long-term debt and other obligations financed by proprietary funds are reported as
liabilities in the appropriate funds. Bond premiums and discounts, as well as issuance
costs, are deferred and amortized over the life of the bonds using the effective interest
method. Bonds payable are reported net of the applicable bond premium or discount.
Issuance costs are reported as deferred charges.

f. Fund Equity

Reservations of fund balance and retained earnings represent amounts that are not
appropriable or are legally segregated for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change. The proprietary fund’s
contributed capital represents equity acquired through capital grants and capital
contributions from developers, customers or other funds.

14
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Chippewa Township

NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued

5. Combining Statements

The Township operates a single enterprise fund; therefore, no combining statements for these
groups of funds are presented.

6. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures.

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information

Annual budgets, as required by state statutes, are adopted on a basis consistent with generally
accepted accounting principles for all governmental funds except capital projects funds, which
adopt project-length budgets. All annual appropriations lapse at fiscal year end.

The Township follows these procedures in establishing the budgetary information provided in
the financial statements.

a. Prior to the first week of March, the Township Supervisor submits to the Township
Board a proposed operating budget for the year commencing the following April 1. The
operating budget includes proposed expenditures and the means of financing them.

b. Public hearings are conducted at the Township Hall to obtain taxpayer comments.

c. Not later than the first Tuesday in March, the budget is legally enacted through passage
of a resolution.

d. Supplemental appropriations, when required to provide for additional expenditures, are
matched by additional anticipated revenues or an appropriation of available fund
balance and must be approved by the Township Board. All appropriations lapse at year
end.

The appropriated budget is prepared by fund, function and department. The Township’s
department heads may make transfers of appropriations within a department. Transfers of
appropriations between departments require the approval of the Township Board. The legal
level of budgetary control is the department level. The Township Board made several
supplemental budgetary appropriations throughout the year.

15



Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE C—DEPOSITS AND INVESTMENTS

1. Deposits

The Township’s deposits are categorized to give an indication of the level of risk assumed by
the entity at year end. Category 1 includes deposits insured or collateralized with securities
held by the entity or its agent in the entity’s name. Category 2 includes deposits collateralized
with securities held by the pledging financial institution’s trust department or agent in the
entity’s name. Category 3 includes deposits which are uncollateralized.

As of March 31, 2004, the Township's carrying amount of deposits was $85,052 and the bank
balance was $44,342. Of the bank balance, $44,342 was covered by federal depository
insurance.

2. Investments

As of March 31, 2004, the Township’s investments represented holdings in investment pools,
certificates of deposit with original maturities of longer than six months and mutual funds.

During the year ended March 31, 2004, the Township’s investments were only in these types
of investments.

The Township’s investments are categorized below to give an indication of the level of risk
assumed by the entity at year end. Category 1 includes investments that are insured or
registered or the securities held by the Township or its agent in the Township’s name.
Category 2 includes uninsured and unregistered investments for which the securities are held
by the counterparty’s trust department or agent in the Township’s name. Category 3 includes
uninsured and unregistered investments for which the securities are held by the counterparty
or by its trust department or agent but not in the Township’s name. As of March 31, 2004, the
Township had Category 1 certificates of deposit with carrying values approximating market
values of $48,161. The state-approved investment pools are not categorized as they are
synonymous with mutual funds. As of March 31, 2004, the Township's fair value amount in
those pools and mutual funds was $217,299.

The composition of pension trust fund investments at fair value is included in the previous
paragraph and shown in the following table:

Guaranteed accounts $_56,423
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Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE D—RESTRICTED ASSETS

Restrictions are placed on assets by bond ordinance and Township Board action. At
March 31, 2004, restricted cash of $39,759 in the Enterprise Fund was set aside for debt
retirement.

NOTE E—PROPERTY AND EQUIPMENT

1. Summary of Property and Equipment

Property and equipment consists of the following at March 31, 2004:
General
fixed assets

Enterprise account group

Buildings $ 17,332 $ 47,967
Machinery and equipment 6,995 44,370
Land and improvements - 32,707
Sewer infrastructure 2.843.610 -

2,867,937 125,044

Less accumulated depreciation
and amortization (1,180,842) -

$_1,687,095 $125,044
2. Summary of Changes in General Fixed Assets

Changes in the components of general fixed assets account group are summarized as follows:

Balance Balance
April 1, March 31,

2003 Additions Deletions 2004
Buildings $ 47,967 $ - $ - $ 47,967
Machinery and equipment 44,370 - - 44,370
Land and land improvements 32,707 - - 32,707
$125,044 $ - - $125.044
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Chippewa Township

NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED

March 31, 2004

NOTE F—LONG-TERM DEBT

1. Summary of and Changes in Long-Term Debt

Long-term debt of the Enterprise Fund was comprised of the following:

Balance
April 1,

2003 Retirements

$395,000 General Obligation Sanitation
drain bonds of 1999 due in annual
installments of $25,000 to $35,000

through 2012; interest at 4.75% $330,000 $_25,000

Less current maturities

Balance
March 31,
2004

$305,000

(30,000)
$275,000

The Township was in compliance in all material respects with all the bond ordinances at

March 31, 2004.

2. Summary of Annual Requirements

The annual requirements to debt service, including interest of $89,703 on the long-term

obligations outstanding at March 31, 2004 are as follows:

Year ending
March 31 Amount
2005 $ 47,538
2006 45,813
2007 49,088
2008 47,075
2009 45,063

2010-2012 160,126
| $394,703
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Chippewa Township
NOTES TO GENERAL PURPOSE FINANCIAL STATEMENTS—CONTINUED
March 31, 2004

NOTE G—OTHER INFORMATION

1. Risk Management

The Township is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; and natural disasters for which the Township
carries commercial insurance. Liabilities are reported when it is probable that a loss, if any,
has occurred in excess of the insurance coverage, and the amount of the loss can be reasonably
estimated. Settled claims have not exceeded insurance coverage in the past three years.

2. Segment Information for Enterprise Fund

Chippewa Township maintains a fund which provides sewer services. Segment information
for the year ended March 31, 2004 is as follows:

Operating revenues $ 140,926
Depreciation 58,235
Operating loss (58,279)
Net loss (63,352)
Credit arising from transfer of depreciation

to contributed capital 34,290
Net working capital 154,711
Total assets 1,887,706
Bonds payable from operating revenues 305,000
Total equity 1,566,806

3. Contingent Liabilities

Amounts received or receivable from grant agencies are subject to audit and adjustment by
grantor agencies, principally the state government. Any disallowed claims, including amounts
already collected, may constitute a liability of the applicable funds. The amount, if any, of
expenditures which may be disallowed by the grantor cannot be determined at this time
although the Township expects such amounts, if any, to be immaterial.

NOTE H—PENSION PLAN

The Township provides pension benefits for all of its elected officials through a money
purchase defined contribution plan. In a defined contribution plan, benefits depend solely on
amounts contributed to the plan plus investment earnings. The Plan is administered through
an independent third party, and contributions are based on annual earnings. For the year
ended March 31, 2004, the contribution to the Plan by the Township was $4,478, which
represents 7.5 percent of covered payroll.
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